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NOTES
on

TRANSFER-OF-CREDIT AND GUARANTEED-DENEFIT-LEVEL PROPGSAL

Bind Setwee
\{5“ i. If title to,annuity exists at the time of death, disablility, or reaching

retirement age, the employee and his family are retirement system customers;
otherwise, they are socisl security system customers.

e The benefit level we will be guaranteeing our customers is higher than

that actually achievable by social security beneficiaries for a number
i of years to come--largely because the taxeble wage base has been rela-
awg tively low in the past and it will be some time before social security
o beneficiaries can match our high-5 average.

Benefits shown on the tables‘as being gueranteed will be the amount pay-
able from the Retirement Fund ONLY if there is nc entitlement to social
o security benefits; the amount paysble from the Fund will be reduced by
. the amount of all social security benefits payable.
: . i
" The shorter the Federal service in a given case (except in the case of a
“very young worker), the grenter is the likelihood of outside employment
. ereating social security entitlement.

: When social éecurity benefit levels are edjusted in the future, if we

A.f_wish to match them we will have to (a) amend the retirement law and set
:"'a rational effective date for the change, and (b) teke into account the

. cost-of-living adjustments which we have made in the meantime but which
the social security system will not have made.

The proposal will raise normal costs--already at 13 86%-~to 1h.4%.
Agency and employee retirement contridutions rates, if we follow the
concept recommended in the financing proposal should therefore be
raised to T7i%. ; ;)

'Refunds for service after Jhné 30,?1966 will be much smaller, contri-
bution rates will be higher, and many will get 1little or no benefit fr-u
..~ the proposal. Inability to cbtain full refund will be objectionable

“: 0 to many. ' . : ‘ .

The tax equivalent is not a tax, and is not i:*ested as such. However,
many employees who will be pseying social security tex on the basis of
outside employment and from whose refunds we will withiold the tax equiv-
; alent will feel that they are psying double soclel scourity taxes, There
P may be opposition to the proposal because of Shie,

{ . The "tax e;vivalent” will never be transferred to social security--whaw
i will be transferred is the “roportionate ammount of the cost of the soc.al
A security benefit actually paid shat is sttridbutable to the Federal service
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" Neither credit for service nor funds will be transferred until the
risk actually matures--that is, the employee dles, becomes disabled,

or reaches retirement age, and then only if he (or his family) has
applied for OASDI benefits.

Withholding of the tax equivalent will have the effect of boosting

the Retirement Fund balance in the early years; later, as funds are

' trensferred from us to the social security trust funds, the situation
. will reverse and there will be & substantial drain on the Retirement

Fund.

The'service of an employee who has withdrawn, but not redeposited,
his contributions, counts for everything except annuity computation
purposes. ‘

A dissbled man with a wife and three children will get less than his
widow and three children--because we would not. pay for his dependents
while he is living (our law does not give thern entitlement) but would
pay at social security levels for his survivors (our law does give
them entitlement). C

The guaranteed-benefit-level proposal may not do a grest- deal for the
in-and-outers, because they will in meny ceses have acquired basic
- socinl security protection through their non-Feders) employment.

The proposal will do nothing to raise the annuity of most long-service
or higher-paid employees but, if they have surviving children and no
social security entitlement Lased on other work, it could improve
annuities for thelir chi%dren.

AR our rates for children are paysble in a fixed amount (usually $660 a
A year) regardless of the emplcyee's high-5, vheress the proposed legis-
; lation relates them to salary end fixes them at the same rate as the
widow's. This accounts for the much higher benefit levels the proposal
"would produce for surviving families.

", Administratively, BRI will heve to adjust individual retes for widows
with children when the last c¢hild becomes 18, again when they become
62; and for some’ employee anruitants when they become 65.
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SOCIAL SECURITY TAX RATES

' Past and Future Tax Rates on Employees Under
Present (and Past) Laws and as Currently Proposed (H,R. 5710)

Maximum ,
Taxable = Emplovee Tax Rate
Period . Earnings = DASDI HI Total
To Date - ‘
1937-49 $ 3,000 1 % - 1 %
1950 3,000 1.5 - 1.5
1951-53 3,600 1.5 - 1.5
1954 : 3,600 2 - 2
1955-56 4,200 2 - 2
: - 71957-58 44200 2.25 - 2.25
- . o ‘ 1959 4,800 2.5 - 2.5
: 1960-61 4,800 3 - 3
1962 4,800 3,125 - 3,125
1963-65 - 4,800 3,625 ) - 3.625
1966 6,600 3.85  0.35% - 4.2
1967-68 . 6,600 -3.90 0.5 4.4
1969-72 6,600 4,40 0.5 4.9
1973-75 6,600 4,85 0.55 5.4
1976-79 . 6,600 4.85 - 0.6 5,45
-1980-86 . 64,600 4,85 0.7 5.55
~ - 1987 and , 4
I - after 6,600 4.85 0.8 5.65
Currently
Proposed
1968 7,800 3.9 0.5 4,4
1969-70 . 7,800 4,5 0.5 5
1971-72 9,000 4.5 0.5 5
1973 - 9,000 5 0.55 5,55
1974-75 10,800 . 5 0.55 5.55
1976-79 10,800 -5 0.6 5.6
1980-86 : 10,800 5 - 0.7 5.7
1987 and :
5 0.8 5.8

after ' 10,800
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